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26671 Financial Wighlights

In 2001, SCP Pool Corporation’s sales grew 27% to a record $856.1 million with gross profits increasing 35% to
$222.7 million. Operating income rose 31% to $64.5 million with net income growing 26% to $35.4 million.
Earnings per share gained 25% to $1.33. These were all new records celebrating twenty consecutive years of
growth. Contributing to the Company’s growth, SCP acquired 36 service centers and opened seven new locations

to expand its network to 172 locations in 2001.
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Message To Gui Shareholders

to $1.33 (adjusted for a 3 for 2 split), and we generated $43.3 million in cash flow from operations (adjusted for
net advanced vendor payments). These resuits speak for themselves. In fact, our earnings growth in 2001 was
greater than our then record earnings of 1997. We’ve come a long way in a few short years but it's even more
exciting when one understands how much further we have to grow. We are fortunate to be in a young business

with significant opportunities to add value and further the growth and success of the swimming pool industry.

2002 And The Future

The first part of our mission statement is to provide exceptional value to our customers and suppliers. To make
this a reality, we continuously invest in the development of our employees, in technology, in sales and marketing
programs, in the broadening of our product offering, in new locations (we opened seven new service centers in
2001), in supply-chain initiatives with suppliers, plus many more. We also attack casual business practices and
lackluster service, as we believe these limit the growth and success of the industry. Examples where SCP has
made significant progress are in the reduction of stockout rates by over 65% in two years and enhanced pricing
disciplines to improve gross margins. We believe that SCP, our customers, and our suppliers all benefit. We

applaud similar actions taken by our suppliers and other distributors as they strengthen the entire industry.

The second part of our mission is to provide an exceptional return to our shareholders. To make this a reality,
our first objective is to effectively execute the management of our business as reflected in sales and market share
growth, the expansion of our operating margin from 4.7% in 1997 to 8.3% in 2001 (excluding 2000 and 2001
acquisitions), earnings per share growth (44% CAGR since 1995), and increased return on assets (from 10%

in 1997 to 17% in 2001). We also have to judiciously manage our resources to further iong term shareholder
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The Builder

As the industry’s largest wholesale distributor, we provide equipment, supplies and accessories offering
numerous brand selections to our customers. Our professional builder support programs consist of various
marketing choices that focus on all types of inground and above ground swimming pools. The promotion of
upscale features for the construction and renovation of concrete pools, vinyl liner swimming pools and add-ons for

above ground pools are showcased in various consumer oriented efforts.

Dealer websites, consumer literature, apparel programs, television, radio, outdoor advertising and customized media
are just some of the options offered in these premium membership programs that help to inform and educate the
consumer on the benefits of owning a swimming pool. By expanding our product offering and creating dynamic

strategies that use effective business tools, we can help our customers capture a larger share of existing market

opportunities, thus increasing the potential profitability of their businesses. Our programs are structured to deliver

results by redefining the limits of traditional business expectations with unique and valuable solutions.
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N 2sting In The Fultlure

w2

There are more than 68 million households in the United States with the economic capacity and yard space to own
a swimming pool. However, approximately 90% of those households do not have a backyard pool. Based on
these statistics, the opportunities for our suppliers, our customers and the Company are significant. SCP Pool
Corporation is investing in the future to increase the industry’s share of major discretionary expenditures by

consumers. Growing the installed base of pools increases SCP’s initial and recurring revenue stream.

SCP is dedicated to the advancement of technologies to help improve the transaction of business with our customers.
We offer two systems of electronic ordering: SCPb2b.com (online ordering) and the SCP Sourcedisk (Catalog on
CD). Both of these mechanisms help our customers leverage the power of technology to conduct business according
to their schedules and business flow. These applications are offered as a value-added service at no charge to our
customers. With user-friendly search methods that provide accurate information, these applications are an effective

tool that will help our customers better manage their businesses.







“accomplishments as we remain

_

In business, as in life, success is achieved by striving to be the best. Enthusiasm and creativity, coupled with an
unwavering commitment to improvement, are the key ingredients that make the difference in all of our efforts. The

persistent vision and virtuosity of our team’s efforts allow SCP Pool Oo.ao_,mgo: to continue realizing its

on the path toward long term success.
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Wilson B. Sexton
Chairman of the Board & Director

Manuel J. Perez de la Mesa
President, Chief Executive Officer & Director

Craig K. Hubbard

Chief Financial Officer, Secretary & Treasurer

A. David Cook

Vice President

John M. Murphy

Vice President

Richard P. Polizzotto
Vice President

Andrew W. Code @®

Director,

Partner, Code, Hennessy & Simmons, LLC
(venture capital)

S — James J. Gaffney @®

Director,
Left to right: John M. Murphy, Richard P. Polizzotto, Vice Chairman, Viking Pacific Holdings, Ltd.
Manuel J. Perez de la Mesa, Wilson B. Sexton, (private investment fund)

ig K. d, A. David Cook .
Craig K. Hubbar avid Cool Erank J. St. Romain ©

Director,
Former President & CEQ, SCP Pool Corporation, Retired

Robert C. Sledd ©©®

Director,

Chairman, Performance Food Group Company
(foodservice distribution)

John E. Stokely "®
Director,

President, JES, Inc.
(investment and consulting)

(1) Chairman, Audit Committee (5) Member, Audit Committee

(2) Chairman, Compensation Committee  (6) Member, Compensation Committee
(3) Chairman, Stock Option Committee (7) Member, Stock Option Committee
(4) Chairman, Nominating Committee (8) Member, Nominating Committee
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Report of Independent Auditors
Consolidated Balance Sheets
Consolidated Statements of Income
Consolidated Statements of Stockholders’ Equity
Consolidated Statements of Cash Flows

Notes to Consolidated Financial Statements
Selected Financial Data
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Consolidated Balance Sheets

(Dollars, in thousands except share data) December 31,
2001 2000
Assets
Current assets
Cash and cash equivalents 3,524 3,431
Receivables, less allowances of $2,777 in 2001 and $2,848 in 2000 60,231 53,255
Product inventories, less reserves of $3,920 in 2001 and $4,891 in 2000 181,462 116,849
Prepaid expenses 2,517 1,510
Deferred income taxes 2,599 3,135
Total current assets 250,333 178,180
Property and equipment, net 15,844 9,229
Goodwill, net 73,582 59,744
Other assets, net 8,831 4,752
Total assets 348,590 251,905

[ R A
Liabilities and stockholders’ equity

Current liabilities

Accounts payable 95,588 68,144
Accrued and other current liabilities 17,798 14,878
Current portion of long-term debt 91 6,250
Total current liabilities 113,477 89,272
Deferred income taxes 5,541 4,697
Long-term debt, less current portion 85,000 34,741

Stockholders’ equity
Common stock, $.001 par value; 40,000,000 shares authorized;
26,966,519 and 26,688,989 shares issued and outstanding

at December 31, 2001 and 2000, respectively 27 27
Additional paid-in capital 61,353 57,777
Retained earnings 112,611 77,167
Treasury stock, 1,998,150 and 1,204,650 shares of
common stock as of December 31, 2001 and 2000, respectively (27,5607) (10,608)
Unearned compensation (909) (849)
Accumulated other comprehensive loss (943) (319)
Total stockholders’ equity 144,572 123,195
Total liabilities and stockholders’ equity 348,590 251,905

The accompanying Notes are an integral part of the Consolidated Financial Statements.

-
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Consolidated Statements of Stockholders’ Equity

(In thousands; amounts in Dollars except share data) Accumulated
Additional Other
Common Stock Treasury Paid-In Unearned Retained Comprehensive
Shares Amount Stock Capital  Compensation Earnings Income Total
Balance at December 31, 1998 26,189 27 — 52,501 — 28,013 23 80,564
Net income — — — — — 21,078 — 21,078
Foreign currency translation — — — — — — — —
Comprehensive income — — — — — — — 21,078
Treasury stock, 809 shares of
common stock — — (6.231) — — — — (6,232)
Uncarned compensation — — — — (554) — — (554)
Exercisc of stock options,
including tax benefit of $447 248 — — 2,568 — — — 2,568
Employee stock purchase plan 28 — — 183 — — — 183
Conversion of convertible debt 18 — — 5 — — — 5
Balance at December 31, 1999 26,483 27 (6,231) 55,257 (554) 49,091 23 97,612
Net income — — — —_ - 28,076 — 28,076
Foreign currency translation — — — — — — (342) (342)
Comprehensive income — — — - — — — 27,734
Treasury stock, 396 shares of
common stock — — (4,377) — — — — (4,377)
Unearned compensation — — — — (295) — — (295)
Exercise of stock options,
including tax benefit of $675 180 — — 2,252 — — — 2,253
Employee stock purchase plan 26 — — 268 — — — 208
Balance at December 31, 2000 26,0689 27 (10,608) 57,777 (849) 77,167 (319) 123,195
Net income — — — — — 35,444 — 35,444
Foreign currency translation —_ — —_ — —_ — 38 38
Interest rate swaps — — —_ — — — (662) (662)
Comprchensive income — — — — — — — 34,820
Treasury stock, 794 shares of
common stock — — 16,959) — —_— — — (16,959)
Unearned compensation — — — — (60) — — (60)
Exercisc of stock options
including tax benefit of $789 256 — — 3,223 — — — 3,223
Employee stock purchase plan 22 — — 353 — — — 353
Balance at December 31, 2001 26,967 27 (27,567 ) 61,353 (909) 112,611 (943) 144,572

The accompanying Notes are an integral part of the Consolidated Financial Statements.
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Notes to Consolidated Financial Statements

L Organization and Summary of Significant Accounting Policies

Description of Business

As of December 31, 2001, SCP Pool Corporation and its wholly-owned subsidiaries (collectively referred to as the “Company”),
maintained 172 service centers in North America and Europe from which it sells swimming pool equipment, parts and supplies to
pool builders, retail stores and service firms.

Net sales by geographic region were as follows:

(Dollars, in thousands) Year Ended December 31,
2001 2000 1999
United States 835,757 654,182 501,898
International 20,295 19,021 10,641
Total 856,052 673,203 572,539

Property and equipment by geographic region were as follows:

(Dollars, in thousands) December 31,

2001 2000 1999
United States 15,275 8,841 6,552
International 569 388 279
Total 15,844 9,229 0,831

Principles of Consolidation

The Consolidated Financial Statements include the accounts of SCP Pool Corporation and its wholly-owned subsidiaries. All
significant intercompany accounts and transactions have been eliminated.

Segment Reporting

In June 1997, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial Accounting Standards (“SFAS’")
No. 131, Disclosures about Segments of an Enterprise and Related Information. The Company has reviewed SFAS No. 131 and
determined that the Company operates as a single segment.

Seasonality and Weather

The Company’s business is highly scasonal. Weather is the principal external factor affecting the Company’s business. Hot, dry
weather can increase the purchase of chemicals and supplies for existing pools and stimulate increased purchases of above ground
pools.  Unseasonably cool weather or extraordinary amounts of rainfall during the peak selling season can decrease pool
installations and the purchase of chemicals and supplies. In addition, unseasonably early or late warming trends can increase or
decrease the length of the pool season and, consequently, the Company’s sales. In general, sales and net income are highest
during the second and third quarters, which represent the peak months of swimming pool use and installation. Sales are
substantially lower during the first and fourth quarters when the Company may incur net losses.
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Notes to Consolidated Financial Statememnts
Property and Equipment

Property and equipment are stated at cost. The Company provides for depreciation principally by the straight-line method over
estimated useful lives of three years for autos and trucks and ten years for furniture and fixtures and machinery and equipment.
Leaschold improvements are depreciated over the remaining lease term, including expected renewal periods, if applicable.
Depreciation expense was approximately $3,265,000, $1,997,000 and $1,589,000 in 2001, 2000 and 1999, respectively.

In August 2001, the FASB issued SFAS No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets which
addresses financial accounting and reporting for the impairment or disposal of long-lived assets and supersedes SFAS No. 121,
Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed Of, and the accounting and
reporting provisions of Accounting Principles Board (“APB™) Opinion No. 30, Reporting the Results of Operations for a Disposal
of a Segment of a Business. The Company will adopt SFAS No. 144 on January 1, 2002 and does not expect that the adoption of
the Statement will have a significant impact on the Company’s Consolidated Financial Statements.

Intangibles

Intangible assets represent the excess of acquisition costs over the estimated fair value of net assets acquired and consist of
goodwill and non-compete agreements. Through December 31, 2001, goodwill was amortized on a straight-line basis over
periods ranging from 20-40 years. Five non-compete agreements are amortized on a straight-line basis over their respective
contractual terms ranging from four to five years. Accumulated goodwill amortization was approximately $9,540,000 and
$7,361,000 at December 31, 2001 and 2000, respectively.

In June 2001, the FASB issued SFAS No. 141, Business Combinations and SFAS No. 142, Goodwill and Other Intangible Assets.
The Company adopted SFAS No. 141 on July I, 2001 and will adopt SFAS No. 142 on January 1, 2002. Accordingly, the
Company did not record goodwill amortization related to goodwill acquired after July I, 2001, and no goodwill amortization will
be recorded in 2002 and thereafter. Management believes that the effect of adopting SFAS No. 142 will increase diluted earnings
per share approximately $0.01 per quarter in 2002 based on the number of diluted shares outstanding as of December 31, 2001.

The Company will complete its transitional goodwill impairment test as required under SFAS No. 142 and does not expect that
goodwill will be considered impaired. This transitional test requires comparison of the Company’s estimated fair value at
January I, 2002 to its book value, including goodwill. ~Additionally, SFAS No. 142 requires that goodwill be tested for
impairment annually and between annual tests if an event occurs or circumstances change that would more likely than not reduce
the fair value of the Company below its book value.

Prior to adoption of SFAS No. 142, the Company periodically assessed the recoverability of goodwill and considered whether the
goodwill should have been completely or partially written-off or the amortization period accelerated. In evaluating the value and
future benefits of goodwill, management measured the recoverability from operating income. Under this approach, the book
value of goodwill would be reduced if management’s best estimate of future operating income before goodwill was less than the
book value of goodwill over the remaining amortization period. The Company also assesses long-lived assets for impairment
under SFAS No. 121, Accounting for Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of. Under those
rules, intangible assets associated with assets acquired in a purchase business combination are included in impairment evaluations
when events or circumstances exist that indicate the book value of those assets may not be recoverable.

]
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Notes to Consolidated Financial Statements

Shipping and Handling Costs

In September 2000, the Emerging Issues Task Force issued EITF 00-10, Accounting for Shipping and Handling Fees and Costs
(“EITF 00-10”). EITF 00-10 requires that shipping and handling fees billed to customers be classified as revenue and shipping
and handling costs be either classified as cost of sales or disclosed in the notes to the financial statements. The Company includes
shipping and handling fees billed to customers in net sales. Shipping and handling costs associated with inbound freight are
included in cost of sales. Shipping and handling costs associated with outbound freight are included in selling, general and
administrative expenses and totaled approximately $14,724,000, $10,087,000 and $7,746,000 in 2001, 2000 and 1999,
respectively.

Stock Split

In July 2001, the Board of Directors declared a three-for-two stock split of the Company’s common stock, which was paid in the
form of a stock dividend on September 7, 2001 to the stockholders of record at the close of business on August 15, 2001.
Accordingly, all share and per share data and the related capital amounts for all periods presented reflect the effects of this split.

Reclassifications

Certain amounts in the 2000 and 1999 Consolidated Financial Statements have been reclassified to conform to the 2001
presentation.

2, Acquisitions

The Company completed three acquisitions in 2001 (the “2001 Acquisitions”). In January 2001, the Company completed the
purchase of substantially all of the assets and the assumption of certain liabilities of the pool division of Hughes Supply, Inc.
(“Hughes” or the “Hughes Acquisition”) which distributed swimming pool equipment, parts and supplies. The Hughes
Acquisition added 31 service centers to the Company’s distribution network in the eastern half of the United States allowing the
Company to further penetrate existing markets and enter new markets. The approximate $47.5 million cash purchase price was
financed by borrowings under the Company’s revolving line of credit and a $25.0 million short-term seller’s note issued by
Hughes (the “Hughes Note”). The Hughes Note was fully paid in November 2001. The Hughes Acquisition was accounted for
using the purchase method of accounting and the results of operations have been included in the Consolidated Financial
Statements since the acquisition date. The purchase price, net of cash, was allocated as follows (Dollars, in thousands):

Receivables 11,000
Product inventories 27,000
Property and equipment 3,500
Goodwill 15,000
Non-compete agreement 3,000
Other assets 500

Accounts payable and other current liabilities  (12,500)
47,500
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Notes to Consolidated Financial Statements

2, Acquisitions (continued)

The Company completed four acquisitions in 1999 (the *1999 Acquisitions”). In January 1999, the Company completed the
purchase of substantially all of the assets and the assumption of certain liabilities of Benson Pump Company (“Benson” or the
“Benson Acquisition™), a distributor of swimming pool equipment, parts and supplies. Benson operated 20 service centers in 16
states. The Company closed one service center and consolidated the operations of 16 service centers into existing locations. The
Benson Acquisition was accounted for using the purchase method of accounting and the results of operations have been included
in the Consolidated Financial Statements since the acquisition date. The approximate $23.5 million cash purchase price was
allocated as follows (Dollars, in thousands):

Receivables 3,000
Product inventories 11,000
Goodwill 6,000
Non-compete agreement 4,000
Other assets 1,000
Accounts payable and other current liabilities (1,500)

23,500

The goodwill acquired in the Benson Acquisition is expected to be fully deductible for tax purposes. The non-compete agreement
will be amortized using the straight-line method over the agreement’s five-year contractual life.

The Company acquired the capital stock of Pratts Plastic Limited (“SPW”) in January 1999; certain assets of Garden Leisure
Products (“GLP”) in November 1999; and the capital stock of Jean Albouy, S.A. (*Albouy”) in December 1999. These
acquisitions were accounted for using the purchase method of accounting and the results of operations have been included in the
Consolidated Financial Statements since the respective acquisition dates. SPW operated one service center in Essex, England,
while GLP operated one service center in Horsham, England. Albouy operated one service center in Rodez, France. These
acquisitions aliowed the Company to further its presence in the European market.
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Notes to Consolidated Financial Statements

4. Debt

The components of the Company’s debt were as follows:

(Dollars, in thousands) December 31,
2001 2000
Revolving Credit Facility, variable rate (effective interest
rate of 4.8% at December 31, 2001), due in 2004 85,000 —

[0% Convertible Notes, due in 2002 91 91

Revolving Loan, terminated in 2001 — 32,650

Term Loan, terminated in 2001 —_— 8,250
85,091 40,991

Less current portion (91) (6,250)
85,000 34,741

On November 27, 2001, the Company entered into a new credit agreement (the “Credit Agreement”) with a group of banks. This
Credit Agreement replaced the Company’s previous Senior Loan Facility, which consisted of a Term Loan and a Revolver Loan.
The new Credit Agreement permits the Company to borrow up to $110.0 million under a revolving line of credit (the “Revolving
Credit Facility™).

Borrowings under the Revolving Credit Facility may, at the Company’s option, bear interest at either (i) the agent’s corporate base
rate or the federal funds rate plus 0.5%, whichever is higher, plus a margin ranging from 0.125% to 0.375% or (i1) the current
Eurodollar Rate plus a margin ranging from 1.125% to 1.750%, in each case depending on the Company’s leverage ratio.
Substantially all of the assets of the Company, including the capital stock of the Company’s wholly-owned subsidiaries, secure the
Company’s obligations under the Revolving Credit Facility. The Revolving Credit Facility has numerous restrictive covenants
which require the Company to maintain a minimum net worth and fixed charge coverage and which also restrict the Company’s
ability to pay dividends and make capital expenditures. As of December 31, 2001, the Company was in compliance with all such
covenants and financial ratio requirements. The Credit Agreement expires on November 27, 2004.

As of December 31, 2001, the Company had $23.9 million available for borrowing under its Revolving Credit Facility. The
Company pays a quarterly commitment fee of 0.30% to 0.45% (depending on the Company’s leverage ratio) of the unused portion
of available credit under the Revolving Credit Facility.

As of December 31, 2001, the Company had outstanding convertible notes in the aggregate principal amount of $91,250 that were
issued in connection with the Company’s original formation in 1993. Such notes may be converted at any time through
December 31, 2002 into shares of the Company’s common stock at a conversion price of approximately $0.29 per share. At
December 31, 2001, the conversion of these notes would result in the issuance of 314,000 shares of the Company’s common
stock. The Company has reserved such shares.
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Notes to Conse icated <ingrelel Sietemen’s

: Tomgemne Mages (ecomtinrved)

Significant components of income taxes before the tax effect of the 1999 accounting change were as follows:

(Dollars, in thousands) December 31,
2001 2000 1999
Current
Federal 18,919 16,321 11,702
Other, primarily state 2,842 1,813 1,084
21,761 18,134 12,786
Deferred
Federal 1,200 (889) 109
Other, primarily state 180 {99) 11
1,380 (988) 120
Total 23,141 17,146 12,9006

The reconciliation of income taxes computed at the federal statutory rates to income taxes before the tax effect of the 1999
accounting change was:

(Dollars, in thousands) December 31,

2001 2000 1999
Tax at statutory rates 20,505 15,828 12,085
QOther, primarily state income taxes 2,636 1,318 821
Total 23,141 17,146 12,906

Common Steck and Earnings Per Share

In July 2001, the Board of Directors declared a three-for-two stock split of the Company’s common stock, which was paid in the
form of a stock dividend on September 7, 2001 to the stockholders of record at the close of business on August 15, 2001.
Accordingly, all prior period share and per share data and related capital amounts have been adjusted to reflect the effects of this

split.
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Notes to Consolidated Financial Staternents

7. Commitments

The Company leases facilities for its corporate office, service centers and vehicles under non-cancelable operating leases that
expire in various years through 2011 but which have options to extend for various terms. Rental expense under such operating
leases was approximately $24,661,000 in 2001, $16,513,000 in 2000 and $13,463,000 in 1999. The future minimum lease
payments as of December 31, 2001 related to non-cancelable operating leases with initial terms of one year or more are set forth
below (Dollars, in thousands):

2002 17,185

2003 14,891

2004 11,115

2005 8,120

2006 5,158
Thereafter 4,501
60,970

8. Related Party Transactions

In October 1999, the Company entered into a lease agreement with S&C Development, LLC with respect to a service center in
Mandeville, Louisiana (the “Mandeville Lease”). The sole member of S&C Development, LLC is A. David Cook, an executive
officer of the Company. The Mandeville Lease has a term of seven years commencing on January 1, 2000, and provides for rental
payments of $6,510 per month.

In January 2001, the Company entered into a lease agreement with S&C Development, LLC with respect to a service center in
Oklahoma City, Oklahoma (the “Oklahoma City Lease™). The Oklahoma City Lease has a term of ten years commencing on
November 10, 2001, and provides for rental payments of $11,955 per month.

In March 1997, the Company entered into a lease agreement with Kenneth St. Romain with respect to a service center in Baton
Rouge (the “Baton Rouge Lease”). Kenneth St. Romain is the son of Frank J. St. Romain, who, until January 1999, was President
and Chief Executive Officer of the Company and who remains a director of the Company. The Baton Rouge Lease has a term of
five years commencing on March 1, 1997, and provides for rental payments of $9,655 per month. In January 2002, the Company
extended the Baton Rouge Lease agreement for a term of 5 years commencing on March 1, 2002 with rental payments of $10,137
per month.

In May 2001, the Company entered into a lease agreement with Kenneth St. Romain with respect to a service center in Jackson,
Mississippi (the “Jackson Lease”). The Jackson Lease has a term of seven years commencing on November 16, 2001, and
provides for rental payments of $8,317 per month.

Rent expense associated with these leases was approximately $230,000 in 2001, $201,000 in 2000 and $116,000 in 1999. The

Company believes the leases discussed above reflect fair market rates.
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Notes to Congelideted Winanciel Statements

Stack Option and Stock Purchase Plans (continued)

A summary of the exercise prices weighted average contractual life for options outstanding as of December 31, 2001 is as follows:

(Dollars, except as noted) Exercise Price Range

$0.01 — $7.78 $7.79 —$23.24
Options outstanding (shares) 1,409,162 1,324,310
Weighted average exercise price 4.14 15.36
Weighted average remaining contractual life (years) 5.91 8.66
Options exercisable (shares) 1,094,111 171,560
Weighted average exercise price of options exercisable 4.59 14.65

The 1995 Stock Option Plan (the 1995 Plan’) authorized the Board to grant, at its discretion, to employees, agents, consultants or
independent contractors of the Company, options to purchase shares of the Company’s common stock. The number of shares
granted under this plan was limited to an aggregate amount of 2,025,000 shares. Granted options have an exercise price of not
less than the fair market value of the stock on the date of grant. Options generally were exercisable two years after the date of
grant and expire ten years from the date of grant. In May 1998, the 1995 Plan was suspended. This action had no effect on
options granted prior to the suspension.

In May 1998, the shareholders approved the 1998 Stock Option Plan (the “1998 Plan”) which authorizes the Board to grant, at its
discretion, options to purchase shares of the Company’s common stock, stock appreciation rights, restricted stock and
performance awards to employees, agents, consultants or independent contractors of the Company. The number of shares
authorized for issuance under the 1998 Plan is limited to 2,531,250 shares of which 596,244 shares were available for grant as of
December 31, 2001. Granted options usually have an exercise price of not less than the fair market value of the stock on the date
of grant. During 2001, the Company granted 584,775 options to its employees and officers. Options generally are exercisable
three or more years after the date of grant and expire ten years after the date of grant. Total compensation expense for options
granted below market price was $391,000, $428,000 and $549,000 in 2001, 2000 and 1999, respectively.

The SCP Pool Corporation Non-Employee Directors Equity Incentive Plan permits the Board to grant to each non-employee
director options to purchase shares of the Company’s common stock. The number of shares granted under this plan is limited to
an aggregate amount of 1,012,500 shares of which 632,340 shares were available for grant as of December 31, 2001. During
2001, the Company granted 63,750 options to its non-employee directors. The options have an exercise price of not less than the
fair market value of the stock on the date of grant and generally are exercisable one year after the date of grant and expire ten
years after the date of grant.
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Notes to Consolidated Financial Statements

10. Stoeclk Option and Stock Purchase Plans (continued)

For purposes of pro forma disclosures, the estimated fair value of the options is amortized to expense over the options’ vesting
period. Had the Company’s stock-based compensation plan been determined based on the fair value at the grant dates, the
Company’s net income and earnings per share would have been reduced to the pro forma amounts indicated below:

(Dollars, in thousands except per share data) December 31,
2001 2000 1999
Pro forma net income 33,985 27,156 20,756
Pro forma earnings per share
Basic 1.34 1.07 0.80
Diluted 1.27 1.02 0.78
11. Quarterly Financial Data (Unaudited)

The following is a tabulation of the Company’s unaudited quarterly results of operations for the years ended December 31, 2001
and 2000:

(Dollars, in thousands Quarter
except per share data)
3/01 6/01 9/01 12/01 3/00 6/00 9/00 12/00

Net sales 155,514 332,130 236,368 132,040 121,084 255,324 191,543 105,252
Gross profit 38,411 88,303 62,285 33,693 28,975 64,452 46,660 25,223
Net income (loss) 1,042 25,466 12,752 (3,816) 1,242 19,795 9,750  (2,711)
Net income (loss) per share

Basic 0.04 0.99 0.50 (0.15) 0.05 0.78 0.38 (0.11)

Diluted 0.04 0.95 0.47 (0.15) 0.05 0.75 0.37 (0.11)

As a result of differences in the manner in which in-the-money stock options are considered from quarter-to-quarter under the
requirements of SFAS No. 128, diluted earnings per share for annual periods may not equal the sum of the individual quarter’s
diluted earnings per share amount.

In the fourth quarter of 2001, the Company’s effective income tax rate increased from 38.5% to 39.5%. Accordingly, the
Company recorded additional income tax expense of approximately $0.6 million in the fourth quarter of 2001.

Additionally, the Company wrote-off approximately $0.2 million of financing costs in the fourth quarter of 2001 when the

Company replaced its Senior Loan Facility one year prior to the maturity date.
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2001 Management’s Financial Review

General

The Company derives its revenues primarily from the sale of swimming pool equipment, parts and supplies, including chemicals,
cleaners, packaged pools and liners, filters, heaters, pumps, lights, repair parts and other equipment required to build, maintain,
install and overhaul residential and small commercial swimming pools. In 2000 and 2001, the Company significantly increased
the breadth of complementary products offered including building materials, electrical supplies, toys and games, water features
such as fountains, and hand tools. The Company sells its products primarily to swimming pool remodelers and builders,
independent swimming pool retailers and swimming pool repair and service companies. These customers tend to be small, family
owned businesses with relatively limited capital resources. The Company maintains a strict credit policy. Losses from customer
receivables have historically been within management’s expectations.

In order to establish a second national distribution network, the Company operates the 19 service centers acquired in the
acquisition of Superior Pool Products, Inc. in July 2000 (“Superior” or the “Superior Acquisition”), 26 of the service centers
acquired in the acquisition of the pool division of Hughes Supply, Inc. in January 2001 (*Hughes” or the “Hughes Acquisition”),
and one newly opened service center under the Superior Pool Products name. This network has certain exclusive suppliers,
product relationships and marketing programs. The Company adopted an operating strategy of offering two distinct national
distribution choices to customers in order to promote internal competition to further the value provided by its service centers.

The swimming pool supply industry is affected by various factors including weather, general economic conditions, consumer
saving and discretionary spending levels, the rate of new housing construction and consumer attitudes toward pool products for
environmental or safety reasons. Although management believes that the Company’s geographic diversity and the continuing
required maintenance and repair of existing swimming pools could mitigate the effect of an economic downturn or regional
adverse weather conditions, there can be no assurance that the Company’s results of operations and expansion plans would not be
materially adversely affected by any of such circumstances.

The principal components of the Company’s expenses include the cost of products purchased for resale and operating expenses
which are primarily related to labor, occupancy, marketing, selling and administrative expenses. In response to competitive
pressures from any of its current or future competitors, the Company may be required to lower selling prices in order to maintain
or increase market share, and such measures could adversely affect the Company’s gross margins and operating results.

Same store sales and gross profit growth are calculated using a 15-month convention whereby all newly opened, acquired or
consolidated service centers and all existing service centers in the immediate market areas of the aforementioned service centers
are excluded from the calculation for a period of 15 months.

Same store sales growth was 2% in 2001 compared to 11% in 2000 and 14% in 1999. The same store sales growth trend was
adversely affected in 2001 primarily by unfavorable weather throughout most of the year. The pool season experienced a slow
start with extended cold weather in the North and unusually wet conditions in the South. Mild temperatures in the North during
the summer months further aggravated the season’s slow start, while a stagnant tropical system shut down the pool business in the
South Central United States for two weeks in June, which is typically the most active sales month. Additionally, the tragic events
of September 11" put a damper on September sales in the pool industry.
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2001 Menagement’s Financial Review

Year Ended December ™1, 2001 Compared to Year Ended December 31, 2000 {continued)

Gross profit increased $57.4 million, or 35%, to $222.7 million in 2001 from $165.3 million in 2000. Service centers acquired in
2001 contributed $27.7 million to the increase, while incremental gross profit from service centers acquired in 2000 contributed
$12.6 million to the increase. Same store gross profit growth of nearly 9% contributed $12.7 million to the increase, while new
service centers accounted for the remaining increase. The increase in same store gross profit growth is attributable to several
factors including:

® a2% increase in same store sales

e improvements in pricing accuracy and greater pricing discipline at the point of sale

© a continued focus on a preferred vendor program initiated in 1999 whereby service centers are encouraged to purchase
products from a smaller number of vendors in order to effect more efficient purchasing and inventory management

¢ increased sales of complementary products that typically have gross margins equal to or higher than the Company’s average

e the utilization of centralized shipping locations which purchase slower turning inventories (such as parts) in bulk quantities
and then redistribute products to service centers

Gross profit as a percentage of net sales (“gross margin”) increased to 26.0% in 2001 from 24.6% in 2000, despite the dilutive
impact of newly opened service centers and service centers acquired in 2000 and 2001. Gross margins for service centers
acquired in 2001 and 2000, new service centers and same stores were as follows:

Service centers acquired in 2001 25.4%
Service centers acquired in 2000 21.2%
Newly opened service centers 24.9%
Same stores 20.2%

Operating expenses consisting of selling and administrative expenses and goodwill amortization increased $42.2 million, or 36%,
to $158.2 million in 2001 from $116.0 million in the comparable 2000 period. Service centers opened or acquired in 2001
accounted for $25.3 million of the increase, while incremental operating expenses from service centers acquired in 2000
contributed $9.3 million. Same store operating expenses increased $5.5 million primarily due to the following:

e increases in salary expense to support the increase in sales and a continued focus on improving customer service

® an increase in occupancy costs due to the relocation of existing stores to larger sites to accommodate their growth in activity
and the introduction of new products

e an increase in freight costs resulting from higher gas prices in 2001
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2001 Management’s Financial Review

Year Ended December 31, 2000 Compared to Year Ended December 31, 1999 (continued)

Operating expenses consisting of selling and administrative expenses and goodwill amortization increased $19.3 million, or 20%,
to $116.0 million in 2000 from $96.7 million in the comparable 1999 period. Service centers acquired in 2000 accounted for
$5.4 million of the increase while service centers opened in 2000 contributed $2.3 million. An increase in same store operating
expenses of 10% contributed $5.6 million to the increase, primarily due to the costs associated with the 11% increase in same
store sales, which required additional staffing and support. The remaining increase is attributable to incremental expenses from
service centers opened or acquired in 1999 and the Company’s investment in new marketing programs designed to promote the
growth of the Company and the industry.

Operating expenses as a percentage of net sales increased to 17.2% in 2000 from 16.9% in 1999, primarily due to the dilutive
impact of service centers acquired or opened in 2000. Operating expenses as a percentage of net sales for service centers acquired
in 2000, new service centers and the Company’s base business were as follows:

Service centers acquired in 2000 17.1%
Newly opened service centers 23.1%
Base business 15.1%

Interest and other expenses decreased $0.7 million, or 15%, to $4.1 million in 2000 from $4.8 million in the comparable 1999
period. The decrease is primarily attributable to a $1.0 million write-off in 1999 of certain computer equipment replaced in
connection with improvements to the Company’s information system and Year 2000 efforts. There were no such write-offs in
2000.

Income taxes increased $4.2 million to $17.1 million for 2000 compared to $12.9 million for 1999, primarily due to the
$10.7 million increase in income before income taxes. During the second quarter of 2000, the Company’s effective income tax
rate increased from 37.0% to 38.25% as a result of changes in its state income tax mix.

Seasonality and Quarterly Fluctuations

The Company’s business is highly seasonal. Weather is the principal external factor affecting the Company’s business. Hot, dry
weather can increase the purchase of chemicals and supplies for existing pools and stimulate increased purchases of above ground
pools.  Unseasonably cool weather or extraordinary amounts of rainfall during the peak selling season can decrease pool
installations and the purchase of chemicals and supplies. In addition, unseasonably early or late warming trends can increase or
decrease the length of the pool season and, consequently, the Company’s sales. In general, sales and operating income are highest
during the second and third quarters, which represent the peak months of swimming pool use and installation. Sales are
substantially lower during the first and fourth quarters when the Company may incur net losses.

In 2001, approximately 66% of the Company’s net sales were generated in the second and third quarters of the year, which

represent the peak months of swimming pool use, installation, remodeling and repair, and approximately 100% of the Company’s
operating income was generated in the same period.
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2001 Managerent’s Financial Review

Critical Accounting Policies (continued)
Allowance for Doubtful Accounts

The Company performs periodic credit evaluations of its customers and typically does not require collateral. Consistent with
industry practices, receivables are generally due within 30 days except sales under early-buy programs for which extended
payment terms are provided to qualified customers. The extended terms require payments in equal installments in April, May and
June or May and June, depending on geographical location. Credit losses have been historically within management’s
expectations.

Management evaluates the collectibility of accounts receivable based on a combination of factors including:

e aging statistics and trends
e customer payment history
¢ independent credit reports
e discussions with customers

Based on historical information and management’s analysis of current trends, the Company accrues for uncollectible accounts as a
percentage of net sales. In circumstances where management is aware of a customer’s likely inability to meet their financial
obligations, the Company records a specific reserve for uncollectible accounts. For all other customers, the Company provides
reserves for uncollectible accounts based on the accounts receivable aging ranging from 0.25% for amounts currently due to 25%
for amounts more than 120 days past due.

If the balance in the Company’s “more than 120 days past due” category of its accounts receivable aging was to increase 100%
from the balance at December 31, 2001, pretax income would decrease by approximately $0.5 million or $0.01 per diluted share
based on the number of diluted shares outstanding at December 31, 2001.

Inventory Obsolescence and Shrink Reserve

In evaluating the adequacy of the reserve for inventory obsolescence and shrink, management considers a combination of factors
including:

® the level of inventory in relationship to historical sales level by product, including inventory usage by class based on product
sales at both the service center and company levels

e changes in customer preferences

® the experience of the service center manager

e the previous inventory management performance of the service center

e geographical location

e new product offerings

The reserve for inventory obsolescence may periodically require adjustment as changes occur in the above-identified factors.
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2001 Management’s Financial Review
Critical Accounting Policies (continued)

Should circumstances change or events occur to indicate that the fair market value of the Company has fallen below its book
value, management must then compare the estimated fair value of the goodwill to its book value. If the book value of goodwill
exceeds the estimated fair value of goodwill, an impairment loss will be recognized in an amount equal to that excess. Such an
impairment loss would be recognized as a component of operating income.

Liquidity and Capital Resources

On November 27, 2001, the Company prepaid its existing Senior Loan Facility (the *Former Credit Facility”) and entered into a
new credit agreement (the “Credit Agreement”) with a group of banks. The Credit Agreement, which matures on
November 27, 2004, permits the Company to borrow up to $110.0 million under a revolving line of credit (the “Revolving Credit
Facility”). The Credit Agreement has an accordion feature that permits the Company to increase the Revolving Credit Facility to
$150.0 million at the Company’s option.

During the twelve months ended December 31, 2001, the Company received net proceeds of $52.4 million under its Revolving
Credit Facility and Former Credit Facility. As of December 31, 2001, the Company had $85.0 million outstanding and
$23.9 million available for borrowing under its Revolving Credit Facility.

Borrowings under the Revolving Credit Facility may, at the Company’s option, bear interest at either (i) the agent’s corporate base
rate or the federal funds rate plus 0.5%, whichever is higher, plus a margin ranging from 0.125% to 0.375% or (ii) the current
Eurodollar Rate plus a margin ranging from 1.125% to 1.750%, in each case depending on the Company’s leverage ratio.
Substantially all of the assets of the Company, including the capital stock of the Company’s wholly-owned subsidiaries, secure the
Company’s obligations under the Revolving Credit Facility. The Revolving Credit Facility has numerous restrictive covenants,
which require the Company to maintain a minimum net worth and fixed charge coverage and which also restrict the Company’s
ability to pay dividends and make capital expenditures. As of December 31, 2001, the Company was in compliance with all such
covenants and financial ratio requirements. The effective interest rate of the Revolving Credit Facility was 4.8% at
December 31, 2001.

At December 31, 2001, the Company’s contractual obligations of long-term debt and operating leases were as follows:

Payments due by period

Contractual Less than 5 years and

obligations Total 1 year 1-2 years 3-4 years thereafter
Long-term debt 85,000 — — 85,000 e
_Operating leases 60,970 17,185 26,0006 13,278 4,501
145,970 17,185 26,006 98,278 4,501

Currently, the Company’s primary sources of working capital are cash from operations and borrowings under the Revolving
Credit Facility. Borrowings are used to fund seasonal working capital needs and for other general corporate purposes, including
acquisitions.  The Company’s borrowings, together with cash from operations and seller financing, historically have been
sufficient to support the Company’s growth and to finance acquisitions.
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2001 Management’s Financial Review

Interest Rate Risk

As a result of the variable interest rates on the Company’s long-term debt, the Company’s earnings are exposed to changes in
short-term interest rates. To mitigate this risk, in 2001 the Company entered into two interest rate swap agreements with variable
notional amounts. The swaps expire December 31, 2002. 1If (i) the variable rates on the Company’s Revolving Credit Facility
were to increase 1.0% from the rate at December 31, 2001; and (ii) the Company borrowed the maximum amount available under
its Revolving Credit Facility ($110.0 million) for all of 2002, solely as a result of the increase in interest rates on the outstanding
debt in excess of the stated notional amounts of the swaps, the Company’s pretax income would decrease by approximately $0.8
million or $0.02 per diluted share based on the number of diluted shares outstanding at December 31, 2001. The fair value of the
Company’s Revolving Credit Facility is not affected by changes in market interest rates.

Foreign Exchange Risk

The Company has wholly-owned subsidiaries located in the United Kingdom, France, Portugal and Canada. Historically, the
Company has not hedged its foreign currency exposure, and fluctuations in exchange rates have not had a material effect on the
Company. Future changes in exchange rates may positively or negatively impact the Company’s revenues, operating expenses
and earnings. However, due to the size of the Company’s foreign operations, the Company does not anticipate that exposure to
foreign currency rate fluctuations will be material in 2002.

Functional Currencies
United Kingdom British Pound

France Eurodollar
Portugal Eurodollar
Canada Canadian Dollar
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On November 12, 2001, we were saddened by the passing
of Maurice Van Dyke, SCP’s first Chief Financial Officer.

His long-term involvement with SCP and his contributions

to the business until his retirement were significant.
Most importantly, though, he will be best remembered as a

friend to many SCP employees and others in the industry.
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